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jDERHAPS the most conspicuous thing about the foreign trade 
A of the United States during the war has been the develop- 
ment of an unprecedented trade balance which has changed the 
United States from a debtor to a creditor nation. The significance 
of this change is puzzling to many people. Its influence will 
continue for many years, and an understanding of it is important 
in the development of foreign trade policy for individuals as well as 
nations, for the greatest single reconstruction that America faces 
is the reconstruction of its foreign trade. 
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Change of the United States from Debtor to Creditor 

Before the war the United States was always a rich field for 
the investment of capital because of the numerous opportunities 
to start enterprises offered by our undeveloped resources. This 
situation naturally attracted the savings of European countries, 
particularly Great Britain, because of the comparative lack of 
attractive investment opportunities in the Old World. The result 
was a large accumulation of American securities and other prop- 
erty rights in European hands. This financing of American enter- 
prise by foreign lenders meant, in foreign trade, the export of 
American commodities to cover the interest payments arising from 
our use of outside capital. In addition the United States has been 
a large importer of various kinds of services. Foreign ships have 
carried most of our foreign trade, and most of their cargoes have 
been insured by foreign companies. Foreign laborers sojourning 
here made in the aggregate large remittances of earnings to their 
home countries. This wage remittance virtually constituted the 
import of labor services. Again, American tourists spent large 
sums in Europe for supplies and services. All of these items were 
paid for by the export of commodities from the United States. 

This situation is summarized in an article in the Commercial 
and Financial Chronicle of September 21, 1918. According to this 
article the United States entered the war owing the world about 
$5,000,000,000 in the form of securities of all descriptions and of 
property owned outright in the United States by non-resident 
foreigners. On the other side of the account were the foreign 
securities and other property owned by American citizens, which 
amounted to about one and one-half billions. This left the United 
States a net debtor to the extent of three and a half billion dollars. 
The net annual outgo to foreign countries (largely in goods, of 
course), after deducting reciprocal trade in commodities, was, 
according to the Chronicle, about 500 million dollars itemized as 
follows: 

Interest on securities and other property incomes $175,000,000 

Freight charges 25,000,000 

Remittances by foreign laborers 125,000,000 

Expenditures of American tourists abroad 150,000,000 

Insurance premiums and sundries 25,000,000 

Total $500,000,000 



88 The Annals of the American Academy 

The changes in the foreign financial relations of the United 
States as produced by the urgency of war conditions are shown 
in this same article somewhat as follows : 

Foreign securities and other property owned by 

Americans at beginning of war $1,500,000,000 

Net merchandise exportation (including gold 
and silver), July 1, 1914-July 1, 1918 9,265,000,000 

$10,765,000,000 

American securities held abroad at beginning of 

war 4,000,000,000 

Other American property owned by non-resi- 
dent foreigners 1,000,000,000 

5,000,000,000 

Present net balance in favor of the United 
States $5,765,000,000 

Two factors not mentioned in the foregoing discussion are the 
expenditures of our soldiers and army abroad and the military 
supplies that the United States government will sell in Europe as 
it closes up its affairs there. These factors are mutually offsetting, 
but not measured. Another heavy American expense lies in pay- 
ment for the use of European shipping. 

Assuming that our foreign credit will amount to $9,000,000,000 
by the autumn of 1919, which appears possible, the Chronicle 
article analyzes the interest balance as follows : 

". . . . Formerly our annual payments of interest, less 
income from similar sources, amounted to about 175 million dol- 
lars. Now we shall have a net income from that source of about 
450 million dollars. Formerly we paid freight abroad annually to 
the extent of about 25 million dollars. Now it is quite likely we 
shall have a substantial income from this source. 

Net Income Replaces Net Outgo 

"Let us assume that the other items on our annual income and 
outgo sheet will remain stationary, although it is quite likely that 
in most cases our income will be increased and our outgo decreased. 
However, changes in these items are not of sufficient importance 
to materially affect final results. The net result will be that, 
while formerly we had a net annual outgo of about 500 million 
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dollars, we shall in the future have a net annual income of about 
175 million dollars." .... 

With this amount due the United States each year what will be 
the course of our trade balance in the period beginning with 1920? 
In order to anticipate this future situation we should see recent 
happenings in their true light. 

The War a Temporary Trade Episode 

One aspect of the situation that must affect the foreign trade 
balance has been too much neglected. Many persons seem to 
think that this world is made over commercially. It is much more 
nearly in the position of a ship that upsets in the storm and is then 
righted. The process is profoundly disturbing, but after the 
water is pumped out the ship goes on pretty much as before. The 
astonishing trade balance of the United States was produced by a 
temporary cause — one that in the trade sense may be called an 
artificial cause. The sudden transfer of the United States to the 
creditor column was due to an explosion in Europe — a temporary 
condition produced by sudden military conditions and not by the 
gradual working of economic forces. It did not result from any 
full development of resources such as has long existed between 
England and Canada or England and Argentina. The United 
States has not reached the industrial maturity that makes us a 
normal leader to Britain. Instead of this we had an almost 
universal stoppage of new industrial construction save for things 
contributing to the war, and the focusing of human energy on 
war for a period. This is a most unnatural process in trade and 
finance. It is equally unnatural in method of purchase. For a 
time European governments bought supplies here until they had 
plainly approached the limit of credit with private American 
lenders. Then the United States entered the war and threw 
the full force of the government and a wonderful public opinion 
into the raising of liberty loans. This money was loaned to 
European governments by the billion and spent in this country 
by government agencies for goods that we exported to produce the 
huge trade balance. We, the people of the United States, paid 
the producer for those goods, Europe promising to pay through 
our government at some date in the rather distant future. After a 
comparatively short period of reconstruction we will probably 
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stop the financing of American exports through loans from the 
American people to our government to be in turn loaned by it to 
European governments. 

Trade will then come back from the political to the economic 
basis. What will be this basis? 

The Policy of Investing Abroad all Surplus and all 

Interest Due 

The rehabilitation of Europe, for a time at least, probably will 
call for continued large imports of American raw materials, and so 
continue our favorable trade balance and increase our foreign 
investments. Some financiers have gone so far as to predict that 
we would continue to maintain a heavy commodity export surplus 
and annually invest this surplus abroad, together with the interest 
thereon and the above-mentioned 175 million a year already due 
us and its annually accruing interest. One sees the fanciful nature 
of this prediction by noting that it is a problem in compound 
interest. Here is the way it would work out. Private investors in 
New York, London or Paris would buy the credits due the United 
States government and invest in South American or African mines, 
ranches, railways, etc. These must yield better rates than 
American investments, say 8 per cent, otherwise they would not be 
made. 

Amounts Due at End of Given Pehiod with Given Sum Invested Abroad 
Annually at 8 Per Cent and all Interest Reinvested 
in Millions of Dollars 



At present 


175 


500 


1,000 


End of 1st year 
End of 5th year 


189 

257 


540 
734 


1,080 
1,469 


5-year total 


1,108 


3,167 


6,335 


End of 10th year 


337 


1,079 


2,158 


10-year total 


2,737 


7,822 


15,645 



As the prophets of indefinite investment expect the United 
States to invest both its war interest and the big trade surplus we 
must combine these factors. The 175 million and the 500 million 



American Trade Balance and Trade Tendencies 91 

totals together make 4,275 million in five years, 10,559 million in 
ten years. The 175 million plus the billion would in five years pile 
up 7,443 million and in ten years 18,382 million. This is plainly 
fanciful. 

The Policy of Investing Export Surplus Abroad with 
Return of Interest Due 

The producing capacity of the United States is doubtless such 
that Americans can make large investments somewhere in the next 
decade, but it is quite impossible that such an exclusive and con- 
stant piling up of both principal and interest abroad as above 
described should take place. If America continues to invest 
abroad after war emergencies are over we may expect the process 
to be gradual and the work to be done by private enterprise rather 
than by one government loaning to another government. Some 
persons will make fresh investments and even reinvest their in- 
terest. Others will take their interest and at times withdraw 
their capital. Suppose on the average the interest on foreign in- 
vestments is regularly returned (chiefly in goods of course) but 
that the annual surplus of exports over imports paid for by exports 
is invested each year with returns at 8 per cent. This would give 
the following situation of net trade balance: — 





With Commodity Export 


With Commodity Export 




surplus of 500 million 


surplus of 1,000 million 




offset by the annual 175 


offset by the annual 175 




million of old interest 


million of old interest 




and the annually accru- 


and the annually accru- 




ing interest on 500 mil- 


ing interest on 1,000 mil- 




lion dollars invested each 


lion dollars invested each 




year at 8 per cent 


year at 8 per cent 




Million dollars 


Million dollars 


1st year 


325 + 


825 + 


2nd year 


285 + 


745 + 


5th year 


165 + 


505 + 


10th year 


35- 


105 + 


15th year 


235- 


295- 
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If Russia and the other European countries should have a long 
period of anarchy and the industrial chaos that would accompany 
it, we would thereby miss a great opportunity for foreign invest- 
ment, especially in Russia, and, therefore, one of the greatest 
opportunities to maintain exports. Chaos in Europe means a 
quick end of big exports and a quick beginning of an import sur- 
plus — provided that our foreign investments stay good and pay 
their interest. 

The Basis of Trade as Changed by the War 

When the earlier phases of reconstruction are over and the 
United States government ceases loaning to the European govern- 
ments, American trade will come back from the political basis to 
the economic basis. What will this basis be? It will be the pre- 
war basis modified by the war changes. The war changes will be 
small factors in trade in comparison to the fundamental economic 
forces. Trade arises from differences in industry which in turn 
are due to differences in education of people, in the skill of workers 
and in their willingness to work, differences in the efficiency of 
industrial organization and equipment, in character of resources, 
in the relative abundance of those resources and in its great result, 
viz., differences in wages and in standard of living. These great 
bases of trade have not been changed by war as much as some 
persons at first supposed, and it is even possible that the United 
States is not to be the net gainer in ability to produce for the foreign 
market. The United States and Europe will bear much the same 
general industrial relation to each other that they did before the 
war, and each will have about the same ratio of labor to resources 
that it had before the war. The one great difference between the 
two regions will be that Europe will owe the United States some 
billions of dollars whereas we owed her billions when the war 
started. 

On December 9, 1918, Secretary McAdoo in a letter to Congress 
said that of $10,000 million authorized by Congress, as a war 
measure, for allied loans, $7,608 million had been made available 
in cash and $611 million represented credits established but not yet 
available in cash. Further advances for war purposes would run 
it up to a total of $8,500 million and the secretary asked Congress 
to permit the extension of time for those previously authorized 
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loans for one year after the war to cover the remaining $1,500 of 
the $10,000 million. 

Explaining the desirability of this action, Secretary McAdoo 
wrote to Chairman Kitchin of the Ways and Means Committee, as 
follows: 

"The gross needs of the governments of the Allies from the 
United States for after-the-war purposes they have estimated 
at a much greater total than 1,500 million dollars, but I believe 
investigation will show a considerable reduction in such estimates. 
A part of their requirements may be provided by the treaty of 
peace through awards in their favor for reparation either in money 
or material; a part will be provided out of dollars equivalent of our 
military expenditures abroad and a part should prove possible for 
these countries to finance through sales of private credit. A bal- 
ance, however, is likely to remain which it may be impossible to 
provide other than by the use of loans from the government of the 
United States and the above amounts of about $1,500 million 
should be sufficient for this purpose 

"From the standpoint of enlightened policy the United States 
should put itself in position to provide the credits necessary to sell 
its surplus products until the establishment of normal peace 
conditions. " 

This last sentence from the secretary's statement helps to show 
how unnatural, how forced and, therefore, how temporary are our 
present unprecedented exports. 

Another factor in this trade balance situation with Europe 
that should be carefully noted is the reduction of our imports from 
Europe almost to the vanishing point. Owing to the strain of 
war, they have, for a time, paid us in promises, promises of govern- 
ment to government, rather than in goods as is the common 
necessity of trade. In fact they have used promises almost to 
their limit. 

In considering the post-war trade conditions that will prevail 
after a brief period of reconstruction, we should carefully appraise 
the changes that have occurred in the producing capacity of the 
various countries as affected by the war. Upon the whole the 
effort to produce food and war supplies probably has resulted in an 
increase of total per capita producing capacity for 1910 over that 
of 1914 in the United States, the United Kingdom, Italy, and all 
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of the West European neutrals. Belgium and Northern France 
have been in part devastated but the development of war indus- 
tries in the uninvaded parts of France plus the reconstruction of 
1919 will probably leave her also capable of as much or more per 
capita production in 1920 than in 1914. 

In Germany and Austria there must be great need of repairs but 
there is also the important industrial fact that there has been great 
development of machine shops and chemical plants in making 
munitions. Poland, Russia, Serbia, Roumania and Slovania are 
regions largely agricultural and doubtless greatly reduced in farm 
equipment and work animals. Reconstruction there must ap- 
parently be slower than in West Europe. 

In the war changes brought to West Europe three important 
things stand out: — 

(a) Europe Has Learned Mass Production of Machinery 
The European munitions industry has compelled the manufac- 
turers of the leading countries of Europe to acquire an industrial 
method that had before been almost an American monopoly — 
namely, standardization, interchangeable parts and mass produc- 
tion in the manufacture of wood and metal-machinery, the very 
basis of a manufacturing industry. The American mower, reaper, 
automobile, watch, phonograph and other machines have invaded 
foreign markets because we exceeded Europe in the use of this 
wholesale method of manufacture. The pressure for munitions 
has compelled Europe to apply this revolution in her greatly 
expanded machine shops. Europe has in a measure caught up 
with America in manufacturing method. This means that the 
war has raised the ability of a peaceful Europe to compete with 
the United States, has put her in a better position than she was in 
comparison to the United States to equip the railroads, highways, 
mines, fields and factories of foreign lands. There has been no 
material change in the basis for the production of highly wrought 
products such as textiles, chemicals, and instruments of precision 
in which Europe has long led the United States because of the 
more abundant and more highly skilled labor supply resulting 
from greater density of population. 
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(b) Europe Has Increased Her Use of Agricultural Machinery 

European agriculture has also been improved, especially British 
agriculture. The farm tractor and other farm machinery have 
worked a revolution here also, releasing man power for other things. 
One of the most spectacular changes of the war is the sudden spurt 
of Britain, that brought her from the position of the greatest 
food importer to the stage where she can largely supply her own 
breadstuffs. Many leaders of British opinion have announced the 
intention of maintaining this agriculture. The economics of 
agriculture, of trade and of sound national policy make this de- 
sirable for England, for she has a home market and excellent 
agricultural resources. In a statement to the British public on 
November 22, 1918, Messrs. Lloyd George and Bonar Law said, 
"The country will need all the food, all the raw materials, all the 
credit which it can obtain. Agriculture and key industries must 
be kept." This new British agriculture helps to offset the 
temporarily reduced agricultural capacity of Russia and East 
Central Europe, and for the next decade promises to reduce 
Europe's net demand for import grain. 

(c) Man Power Shortage in Europe and America Much Alike and 
Largely Replaced by Machinery and Improvements in Efficiency 

In man power, Europe has killed 10,000,000 men, but she kept 
home about 3,000,000 people who would normally have come to 
the United States. For thirteen years before the war we received 
on the average 784,000 immigrants net. During the war we 
received 102,000, a difference due to the war of 682,000 per 
year, or for the four years of the war over 2,750,000, or more than 
Germany or France or Britain lost in the war, although the war 
loss was of men, and our immigrants were partly women and 
children. The stopping of the European emigration during the 
war has been a substantial factor in mitigating her man-power 
loss. For the future the labor supply for America from immigra- 
tion is uncertain. We have a more stringent immigration law 
than we have ever had before. 

The conscript armies of the Central Empires, France, Italy and 
Russia with their millions at one, two and three years service, have 
kept constantly in military training a number of men nearly or 
quite equal to the total soldier death losses of the war. The 
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abolition of the conscript army would at once nearly or quite re- 
place Europe's man power. The support of these millions of 
non-producers in the barracks has been another burden that may 
be lifted from European industry. 

In one sense there has been no loss of man power, for the im- 
provements in machinery, the improvements in industrial or- 
ganization and manufacturing method, the greater work by women 
— all those have much more than replaced the men who have 
disappeared in both Europe and America, and Europe has prob- 
ably surpassed the United States in all four of these respects — 
improvements in machinery, in manufacturing method, in indus- 
trial organization and in the training of women workers. Upon 
the whole Europe's net labor shortage due to the war may be 
surprisingly little more than that of the United States. 

It therefore appears clear that, except for anarchy, Europe is 
upon the whole about as able as ever to compete with the United 
States after a brief period of reconstruction, for which the United 
States will supply important raw materials or credit. 

After this reconstruction period we may expect the pre-war 
economic relationship between Europe and the United States to 
resume, save for the facts of debt to the United States and the 
increased European ability to compete in the manufacture of 
machinery. That pre-war economic relationship was one in 
which Europe loaned to the United States; now she owes us money, 
a strong reason for exporting to us. She loaned to us in the pre- 
war period because the United States was such a good field for 
investment. The United States is still a good field for investment. 

America as a Field for Investment and its Influence on the 

Trade Balance 

In the post-war as in the pre-war period the United States with 
its great unused resources of land, mine and forest will continue to 
he an excellent place for the starting of enterprises and, therefore, 
for the investment of capital, so that the prediction of a great 
exportation of productive material for foreign investment may not 
come true and we may instead have a surplus of imports, due in 
part to the industrial development of our own resources rather 
than of foreign resources. 

In this matter of capital and surplus we should constantly keep 
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in mind the distinction between governments and peoples. The 
British government and the British nation are a case in point. 
The government is heavily in debt, chiefly to its own people. 
Payment on this debt will transfer money from one British pocket 
to another. They have borrowed a few billion dollars from the 
United States but they have loaned to France and Italy and they 
have settlements coming from Germany. Meanwhile it is gener- 
ally agreed that Britain's producing capacity, and therefore her 
capacity to export capital, is greater than ever. Britain, there- 
fore, appears likely to resume promptly her old function of ex- 
porting capital and the resources of the United States, having 
waited for the last four years, may attract that capital as they did 
before the war. In considering these problems it should be re- 
membered that we are in a situation with many new and uncertain 
elements, any one of which may change the whole situation. 
However, we must take action and that compels us to weigh all 
the factors we can in the great tangle of new and untried political, 
financial and industrial elements. 

The Reduction of Capital through Fear of War 

The amount of surplus goods, that is to say, the amount of 
capital for investment in the world, and therefore the amount of 
real wealth in the world may be substantially reduced if the fear of 
war makes a widespread desire for industrial preparedness. 
If, as a possible war preparation, England, France, the United 
States and other countries start in to develop and maintain in- 
dustries for which they are at an economic disadvantage, it will 
have a national result exactly like that produced by a conscript 
army. For example, shall the United States use rich manganese 
ores from Brazil, or poor ores from the home country? If we 
adopt the latter policy it will need two dollars of investment in 
America to one dollar in Brazil, two days of labor in America to 
one day of labor in Brazil. It will mean higher prices and there- 
fore less riches in the United States through the failure to develop 
foreign investment and foreign trade. 

German Payments as a Trade Factor 

Germany may decide the export surplus of her enemies. If 
they compel her to pay for the war destruction or the war costs 
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or both, she may at the start borrow a little in neutral countries if 
she can establish the credit. But in the main, Germany can pay 
her enemies in only one way — goods, exported goods. If she had 
all the gold in the world, other nations would have no money, and 
it would in any case be only a drop in the bucket. What then? 
Goods. The facts of trade tend to make us forget that gold, like 
all other money, is but a medium for the exchange of goods. The 
only exception is when the gold happens to be the product of a 
mine in which case like coal it is goods, for the country first produc- 
ing it. Countries settle trade differences with gold, but they can 
get the gold only by digging it out of the ground or by buying it 
with goods. As Germany is not a gold producer, she can get gold 
only by buying it with goods — with exports. 

Her enemies wish to make her pay for the war. How may it be 
done ? War claims against Germany may be treated in four differ- 
ent ways : 

(a) She May Be Required to Pay Money Secured by Selling Her 

Exports in the World Market. 

(b) She May Be Required to Deliver Goods Directly to Her 

Enemies. 

(c) She May Be Boycotted. 

(d) German Labor May Be Utilized in Reconstruction Work. 

(a) Money Payment 

This merely means exports, selling abroad. Goods will be used 
to purchase bills on London, Paris, Brussels, or New York, and 
these bills will be delivered to the representatives of the collecting 
country or countries. By this process, Germany may send the 
goods to neutrals and transfer the credit to England or France. 
Thus she may send cloth and machinery to Argentina in payment 
for wheat and meat that went to England or France. France 
paid Germany in 1871-73 chiefly with bills on London, but it was 
none the less a payment with exports, of which France showed 
at the time a distinct surplus over imports. Germany, receiving 
all these credits, showed a financial inflation and a speculation 
which, according to many authorities helped bring on the panic of 
1873, and made its effects in Germany much more severe than in 
France. 

Because of these war settlements Germany may be compelled to 
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show an export surplus of a billion or two per year for a term of 
years. If she does do this other countries will find it difficult to 
do the same thing at the same time, for Germany will by this 
process become a country of low prices, therefore, a country of 
low wages, a country without luxury. It will be most difficult for 
countries with higher prices and higher wages to compete with 
Germany in neutral markets in the sale of commodities where 
the competition is even: as in chemicals, textiles, machinery and 
other metal manufactures. The United States and the Allies 
will have high prices due to the inflation of war loans. Germany 
will probably have to repudiate all of her internal debt, and there- 
fore her currency will not be inflated. This contrast will make all 
countries having an inflated currency extra good markets for 
German goods. By sales in those markets Germany will get 
credits to send to London and Paris to pay the war debts of those 
countries. Germany will in a sense be giving the goods away 
and the rest of the world will be trying to sell them in competition 
with her. The result of such a competition is plain. It will make 
a lower price level throughout the world, because it will increase 
supplies and large supplies always tend to reduce prices also. 
After ten or twenty years of paying for restoration Germany will 
have the greatest export trade ever seen except our recent war 
trade. She will have had to build up a trade first to get the credits 
to pass to her enemies. Her enemies will have the credits but 
Germany will have the trade. 

Some people are much alarmed at this prospect. A part of this 
fear arises from the widespread belief that exports are necessarily 
a fine thing for a country and imports necessarily a bad thing. 
This eighteenth century idea called mercantilism was held so 
strongly by Napoleon Bonaparte that he freely permitted Eng- 
land to import grain from the Baltic in 1810 and 1811, thinking 
that he was thereby injuring her. There are elements of possible 
injury to the countries receiving heavy German payments but 
there are probably ways by which most of the injury can be 
avoided. 

If we look at it in its simple economic light, this payment looks 
good, very good. For a term of years Germany becomes the 
servant of other nations to the extent of billions of dollars worth of 
goods which she produces and sells for their account, turning the 
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money over to them, — wealth, national wealth. That certainly 
looks good. Itwould undoubtedly help in the payment of national 
debts. England and France would hand money over to their 
citizens in exchange for bonds. The Belgian government could 
pay for the bread the Belgian Relief Commission distributed 
through the terrible years of war. 

Here is a place where we must deal with the distinction between 
the government and the citizens of the country. There are two 
kinds of danger in this situation — one industrial and the other 
financial. The industrial danger lies in the possibility of the 
citizens living on this restoration fund for a time and getting out of 
the habit of supporting themselves so that when the payments 
end they would be in the position of the rich young man who lived 
on his father's money while it lasted and had not learned how to 
support himself when it was suddenly gone. 

If the people of the fund-receiving country could keep up their 
work and their industries just the same this difficulty would not 
arise. This, however, is very difficult or impossible to guarantee. 
It depends on the individual choices of too many people. Some 
prefer to work and to save; others prefer to work some and to 
spend. Then from time to time industrial depression, the greatest 
ogre of modern industrialism, throws millions out of work whether 
they will or no. Here is a point where the financial danger of the 
restoration payment aggravates the industrial danger. It may 
tend to increase panics in the receiving countries as did the French 
payments to Germany 1871-73. 

There is little doubt that the receipt of hundreds of millions a 
year of foreign credits by England, France, Belgium and Italy 
will be a menace by making speculation, inflation and panic that 
will require a careful and vigorous control of governmental finances 
that are already overinflated with war loans — paper money in fact. 
Undoubtedly one part of this financial control should be a con- 
tinued, careful inspection and licensing of capital issues in all the 
countries receiving German money and probably in the United 
States also. 

The ultimate industrial danger from the German restoration 
fund is that Germany will finish her payments with a huge industry 
and thoroughly established trade outlet for that industry, while 
her enemies have neither the industry or the outlet. This danger 
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if it is a danger, can be partly avoided by having the payments on 
the fund taper off, declining after a time at a small percentage each 
month until they gradually disappear. Under no condition should 
the rapidity of payment be left to Germany. In 1871-73, France 
placed Germany at a disadvantage by handing her money faster 
than she could digest it. If Germany were now left free to pay as 
she chooses she may seriously injure world finance. 

The gradual ending of the payments would let international 
trade and industry make a gradual adjustment to the great change, 
so that its ending would be unnoticed, but the political effects of 
such a long drawn process might be world destroying. 

A gradual ending would also dovetail with a process of foreign 
investment. The restoration fund should be and probably will be 
largely invested in foreign countries*. German cloth, cement, 
machinery, glass, paper and general consumption goods may now 
go to Spain for French and Belgian account, and let French and 
Belgian financiers resume the work on hydro-electric, irrigation, 
power and public service enterprises that stopped so suddenly in 
1914 when French and Belgian supplies were cut off by war 
paralysis. The building of a railroad in Brazil means that some- 
body furnishes equipment for the road and the goods used by the 
men, their families and the mules which do the work of building 
the road. Thus Germany might build a railroad in Brazil for 
English account by sending cars, rails, steam shovels, dynamite, 
cement, and locomotives to Brazil. She could also send clothing, 
shoes, pocket knives, playing cards and phonographs for the men 
and also gasoline, tobacco, flour, and bacon, mules and bales of 
hay which she might secure in the United States, Argentina and 
Brazil, sending potash to those countries in payment. The 
financial items in the transaction would be wages paid and certain 
pieces of paper, bills of exchange, written in terms of gold. Thus 
the surplus exports which produce Germany's restoration fund 
may be used to equip enterprises in Russia, Asia Minor, Brazil 
and even in the United States for the account of English, French 
and Belgian investors who will fatten their imports with the return 
from these investments. The income from these investments 
should gradually mount as the annual payment of restoration 
money declines, so that its ending would be nearly unnoticed. 
The period of payment must end, however, with Germany pos- 
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sessed of large producing capacity and large exports while England 
and France will in all probability have relatively small exports 
and large imports — this surplus of imports meaning, of course, 
that the nations were rich with foreign investments on which they 
were receiving returns. 

The Allies, fearing the development of German foreign trade 
even when they get a good part of the proceeds, may try to get 
settlement from Germany without permitting her to build up 
foreign trade connections. With this end in view, they might have 
her send goods to themselves. 

(b) Delivery of Produce by Germany Directly to Allied Governments 

This would in part keep Germany from developing trade connec- 
tions and good will, which are very important, but she would be 
compelled to have the producing capacity and there is little reason 
to think that she could be compelled to pay as much in kind as 
she could in cash. A government could easily take potash, sugar, 
potato flour, rails, plain cloth, standard machines and standard 
bulk chemicals, but it is difficult to conceive of a government 
taking toys, women's wearing apparel, ribbons, pocket knives, 
cameras, drugs and perfumery— types of the best income-yielding 
export trade. Therefore, payment in kind only amounts to a 
renunciation of a large part of the possible payment. 

(c) Boycotting Germany 

Some people are taking the position that they will punish Ger- 
many by not using German goods. This is the exact opposite of 
receiving restoration money. It is an extreme form of the 
renunciation of German restoration money. It means, in short, 
that we have chosen to do things for ourselves rather than have 
Germany do them for us. It is more nearly an expression of feel- 
ing than of thought. 

(d) Reconstruction by German Labor 

Perhaps the safest thing that could be done would be the keep- 
ing of the German prisoners for the actual physical work of the 
restoration of France and Belgium. They could be relieved by 
other Germans. They could receive visits from their families, or 
even have members of their families with them. They could be 
fed and clothed from home, but this given number of Germans 
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would stay in the war area and work until restoration was com- 
plete. This would leave the man power of France and Belgium 
free to restore their shattered trade. It would be the policy with 
the least possible trade danger. Unfortunately it can account for 
only a small part of the war cost, most of which, is for a past 
transaction and if paid must be in some kind of international 
payment. 

Whatever the form of German payment, if she pays, it will be 
through exports, and export surplus, to which the world trade 
must adjust itself in accord with economic law rather than political 
edict. Trade can violate economic law only by paying an eco- 
nomic penalty. 

Automatic Factors in Trade Settlement 

Certain economic conditions tend automatically to produce 
certain results, regardless of the laws of nations. 

The way in which trade situations tend to check and correct 
themselves is well shown by the derangement of exchange that 
prevailed during the war when the United States would not 
export gold and could not export goods. The Annalist, New York, 
November 4, 1918, said: 

"We have always had a balance in our favor in foreign trade, 
and we are ambitious to increase our exports. How are foreign 
countries going to settle balances in our favor? We have seen 
since we got into the war a very serious derangement of the ex- 
changes, because gold was no longer available for settling balances. 
At this very time a man in Canada who has a payment to make in 
the United States must pay about $2 per $100 for exchanges. 
Only a few months ago a resident of this country who had a bill to 
pay in Spain was obliged to pay about $150 to get a draft for $100. 
Of course such conditions are ruinous to business relations. No 
trade could stand that in normal times. How, then, can we hope 
to increase our exports or even collect the interest payments due 
us, not to speak of payments on the principal?" 

The Change of United States from Exporter to Trader 

Many students of trade and finance are agreed that economic 
forces, of which the Spanish case above mentioned is a type, will 
compel the United States in a few years to do as the investor na- 
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tion does — import more than she exports, as England, investor 
nation, has done for many years. This will probably begin after 
the first urgent calls of famine and reconstruction in Europe have 
been met by American exports, which until that time will continue 
larger than imports and increase our investments and our prospect 
of future returns. 

The arrival of this condition of import surplus will doubtless 
produce many readjustments in America, for some of us have 
naturally come to feel that many of the temporary industrial 
changes produced by the war were permanent. We have, because 
of loans, largely government loans, been an exporter to a pleading 
world, the most extensive exporter ever seen. The history of 
trade during the war is the history of peoples begging the United 
States for goods and also the history of the scientific organized 
efforts of the American government to reduce trade with the 
neutral world that we might concentrate our industrial power on 
the war. The list of great increases in our exports between 1914 
and 1917 shows how astonishingly the war affected our trade, 
either by taking our produce or by giving us the chance to supply 
temporarily the markets normally supplied by Europe. 



1914 
Export value 
million dollars 



1917 
Export value 
million dollars 



Brass and manufactures of 

Explosives 

Firearms 

Zinc 

Copper and products 

Machinery 

Automobiles 

Horses and mules 

Petroleum and products . . . 

Breadstuff s 

Meat and dairy products . . 

Sugar and molasses 

Leather and tanned skins . 
Leather manufactures .... 
Cotton manufactures 
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The export increase in these fifteen classes alone in three years 
amounts to 2,550 millions — a sum greater than the entire export of 
1914. 

With the end of our exports for reconstruction, financed by 
loans, government and private, we will reach the end of our un- 
paralleled orgy of exports. We will, of course, continue to export 
but we will no longer take pay in promises and feel the pinch of 
war poverty. We will take pay in goods and services, and have 
present wealth rather than future wealth. We have for a time 
been merely an exporter with incidental imports. We must 
again become a trader, buying as well as selling, importing as 
well as exporting. This will be a great change from the past four 
years. The greatest single reconstruction that America faces is 
the reconstruction of her foreign trade. 



UNITED STATES FOREIGN TRADE 

Brief Summary for 1912-1918 
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